
•

I



The Association for Local Telecommunications Services



ZHONE.
l.uc:8nt 1."nolo,_ ·0·

IlPIlLa.lh-*n ..



ALTS· Annual Report on the
State of the Local Telecom Industry, 2001

Table of Contents

Open Letter from John D. Windhausen, Jr., President, ALTS 4

ALTS Network Members 6

ALTS Affiliate Members 7

The CLEC Industry: Metrics & Overview 8

ALTS Membership Trends: 1996 - 2000 9
CLEC Industry Metrics

u.s. Communications Market: CLEC Addressable Market Opportunity 10
u.s. Business Wireline Market:CLEC Addressable Market Opportunity

CLEC Market Share: Revenues 11
CLEC Market Share: Access Lines

2QOO CLEC Line Mix 12
Internet Dial-Up Lines Served by CLECs

The CLEC Industry: Capital Formation 13

2000 Venture Capital Spending by Industry 14
VC Dollars Spent in Communications

VC Investments in the Communications Industry 15
VC Investments in Telecom Service Providers

Top 2000VC Investments in the CLEC Sector 16

VC Investments in the CLEC Sector: 1999 vs. 2000 17
Select Strategic Investments in the CLEC Sector

Association/or Local
Telecommunications Services

1

Report Editor: David A. Wolcott



Table of Contents {conf,,}

Select Strategic Investments in the ClEC Sector: 1999 vs. 2000 18
Merger & Acquisition Activity in the ClEC Sector

The CLEC Industry: Facilities, Labor & Revenue 19

Annual ClEC Capital Expenditures 20
Cable Industry Capital Expenditures

Capital Expenditures as a Percentage of Revenues 21
ClEC Employees

Public ClEes: Market Cap & 52-Week Performance 22

Market Capitalization 23
ClECs Earning A Profit

Voice Switches: Installed & Planned 24
Data Switches: Installed & Planned

ClEC Access Line Growth 25
Network Route-Miles

Total ClEC Revenue Growth 26
Switched local Access Revenue Growth

The CLEC Industry: Building Access 27

Multi-Tenant Unit (MTUs) Occupants with Access to Competitive Choice 28
Smart Buildings Policy Project (SBPP)

U.s. Multi-Tenant Broadband Equipment Market 29
Residential High-Speed Internet Subscribers in MDUs

The CLEC Industry: Internet, Broadband & DSL 30

Residential Broadband Pricing 31
u.s. Households with Broadband

Association/or Local
Telecommunications Services

2

Cover Art: Delancey Printing



Table of Contents {cont.}

Projected DSL Line Growth

Years to Achieve 30% Penetration

State of DSL Competition

DSL Market Share

Residential Broadband Revenues
RBOC Data Revenue Growth: Growth Between 1999 & 2000

Data CLEC Central Office (CO) Collocations

DSL-Equipped Central Offices (COs)

Association for Local Telecommunications Services (ALTS)

32

33

34

35

ALTS is the leading national industry association whose mission is to promote facilities-based
local telecommunications competition. Created in 1987, ALTS is headquartered in Washing­
ton, DC and now represents more than 200 companies that build, own, and operate com­
petitive networks - CLECs that are facilities-based. ALTS was founded to harness the shared
energy and vitality of the new local competitors and to help ensure that the 1996 Telecom
Act is fully implemented and enforced.
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February 20,2001

An Open Letter From John Windhausen,Jr.
President, ALTS

Re: ALTS' ANNUAL MESSAGE ON THE STATE OF
COMPETITION IN LOCAL TELECOMMUNICATIONS

The competitive landscape in local telecommunications has changed dramatically for the better, and consum­
ers are the big winners. For years, telecommunications consumers demanded new high-speed Internet connec­
tivity,responsive custorner service,and lower prices. In passing the Telecommunications Act of 1996,Congress
answered the call by opening the local telephone market to competition and creating a new breed of telecom­
munications company, known as CLECs (Competitive Local Exchange Carriers).

Five years after the passage of the Act, the United States has reasserted its position as the world leader in
communications and information technology. Our nation's longest economic expansion in history could not
have happened as quickly without the faster,cheaper and more efficient technologies built by America's com­
petitive local exchange carriers.

Substantial Evidence That The Act Is Working

Clearly, Congress had the right idea. The emergence of competition in the local telephone marketplace has
generated enormous investment in new technologies and consumer services. Consumers are now beginning
to enjoy unprecedented access to high-speed, low-cost Internet access services.Today, over one-half ofthe u.s.
can now receive Digital Subscriber Line (DSL) service - the newest and cheapest broadband technology. Schools,
small businesses and consumers are already taking advantage of this low-cost technology. Once the remain­
ing barriers to competition are removed, residential consumers will find that high-speed Internet connections
and competitive voice services will be as affordable and as easy to install as a telephone.

ALTS has assembled this second Annual Report on the State of Local Competition to document our tremendous
progress since 1996. As the Report demonstrates, the competitive telecommunications industry has grown in
almost every way imaginable - access lines, miles of new networks constructed, revenues, market share, and
customers served. To highlight just one statistic, CLECs now claim over 8% of the local telecommunications
market with over 16 million access lines in service.

The new competitive telecom companies have invested massive amounts of capital in new networks that have
made access to the Internet faster and more reliable, helping to enable our 'New Economy'. These new local
telecom companies have created almost 100,000 high-tech jobs and invested $S6 billion in new infrastructure
to serve the booming demand for voice and data services.

Companies Building Digital Futures... 4
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Challenges to the '96 Act Remain: Threats to Nascent Competition

Notwithstanding the tremendous progress made by CLECs, the competitive industry continues to face enor­
mous challenges. The incumbent telephone companies continue to make it extremely difficult for competitors
to interconnect with their networks, despite numerous federal and state orders requiring the ILECs to open their
networks to competition. Furthermore, building owners often resist competitors' requests to provide broad­
band wireless and wireline services to commercial tenants and apartment-dwelling families. Finally, many
cities make competitors' lives miserable by imposing enormous franchise fees and onerous regulations that are
unnecessary and anti-competitive

Thus, despite our significant growth, competitors remain far behind the behemoth Bell Companies in revenues,
customers,and lobbying resources. The incumbent local exchange companies,the"ILECs~still serve about
92%ofthe local telephone market. Ratherthan compete against each other outside their home territories, the
Baby Bells have merged into even larger companies.

In short, while we have madegreat strides in serving the needs ofconsumers, we could havedone so much
more ifthe marketplace had been fully and irreversibly opened to competition. Forthese reasons,ALTS will
focus in the coming year on opening the local market even further. We will begin by attempting to improve the
level of cooperation from incumbent telephone companies, building owners and cities. We will continue to
develop stronger ties with the consumers who demand our services and work together to remove the last
remaining barriers to competitive service.

Looking Forward

A year from now, I hope to report significant progress on all these fronts. Ultimately, I believe the irresistible
force of consumer demand - demand for the fruits of competition in telecommunications - will prevail over
monopoly obstruction, which once appeared immovable. Our success in bringing competition to local markets
will translate into tremendous benefits for every American and extend our nation's global leadership in tele­
communications.

Sincerely,

John Windhausen,Jr.
President
ALTS

Companies Building Digital Futures... 5



2nd Century Comm.
Actellntegrated Comm.
Adelphia Business Solutions
Advanced Radio Telecom
Advanced TelCom Group
Allegiance Telecom
ALLTEL Communications
Arbros Communications
Avista Communications
Birch Telecom
Blackfoot Communications
BroadBand Office
Broadslate Networks
BroadStreet Comm.
Broadwing
Cablevision Systems
Carolina Broadband
Cavalier Telephone
Cbeyond Communications
ChoiceOne Communications
CityNetTelecom
ComcastTelecommunications
Communications Design
Communications Products
CompleTel
Con Edison Communications
Connect Communications
Connect South
Conversent Communications
CoreComm Ltd.
Covad Communications
CTC Communications
DialTek
DSL.net
e.spire
Eagle Communications
Electric Lightwave
En-Touch Systens
FairPoint Communications

FBN Indiana
FiberNet Telecom
Florida Digital Network
Focal Communications
Gabriel Communications
Global NAPs
ICGTelecom Group
Intermedia Communications
IP Communications
KMCTelecom
Local Telephone Data Service
McLeodUSA
Metromedia Fiber Network
Network Access Solutions
Network One
Network Plus
Network Telephone
New Edge Networks
NewSouth Communications
North American Telecom
NorthPoint Communications
OpTel
Pac-West Telecomm
Pae Tee Communications
Penn Telecom
RCN
Reliant Energy HL&P
Rhythms NetConnections
SCC Communications
TalkingNets
TelePacific Communications
Teligent
TESS Communications
Time Warner Telecom
TXU Communications
Universal Access
US LEC
VarTecTelecom
Virtual Hipster Corporation

Western Wireless
Winstar Communications
XO Communications
Yipes Communications
Zama Networks
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ABC
Accelerated Networks
Access Lan
Accordion Networks
Adesta Communications
Advanced Fibre Comm.
Advanced Switching (ASC)
Alcatel
Allied Capital
Amber Networks
American Management Sys. (AMS)
AssetDepot.com
AterWynne LLP
Atlantic-ACM
B2B Connect
Beacon Networks
BizSpace, Inc.
Broadband Gateways
BroadSoft
Calix Networks
Casey, Gentz & Sifuentes
Cathey Hutton & Associates
Cisco Systems
Cole, Raywid & Braverman
COLO.com
Comdisco
CommTech Corporation
CompassRose International
Convergent Networks
Copper Mountain Networks
CopperCom
Coreon, Inc.
Corning, Inc.
Cygent
Daniels & Associates
Davis Wright Tremaine
Dickstein, Shapiro, Morin &
Oshinsky

DSET Corporation
Dun & Bradstreet
Dynegy Connect
EDSL Networks, Inc.
Eftia-OSS Solutions, Inc.
Encompass Global Technologies
Ensemble Communications

Fiber Technologies
Fiberworks, Inc.
GE Capital Corp.
General Datacomm, Inc.
Geyser Networks
Henkels & McCoy, Inc.
Hitachi Telecomm (USA), Inc.
Holland & Knight LLP
HyperEdge
iMagicTV
IMCI Technologies
Innovative Systems
Intertech Management
Jenkens & Gilchrist
Jetstream Communications
John Staurulakis, Inc.
Katz, Kutter, Haigler, Alderman
Kelley Drye & Warren
LeBoeuf, Lamb, Greene & MacRae
Lemay-Yates Associates
LighTrade, Inc.
Linguateq, Inc.
LiveVault Corporation
Lucent Technologies
Lynch Associates
Macrologic, Inc.
Management Recruiters of
Stamford

Mandl & Mandl LLP
Marconi Communications
Martin & Associates, Inc.
MaxBili
Mayan Networks
Media Venture Partners
MetaSolv Software, Inc.
NCH Communications
Network Engineering
Consultants

Neustar
New Paradigm Resources
Group (NPRG)

Nichols & Pena, LLP
NightFire Software
Norris, McLaughlin & Marcus, P.A.
Nortel Networks

Norwest Equity Partners
Nossaman Guthner Knox &
Elliot LLP

OAN Services
Occam Networks
O'Keefe Ashenden Lyons & Ward
Parker Poe Adams & Bernstein
Pivotech Systems, Inc.
Pliant Systems, Inc.
Precision Software
PriceWaterhouseCoopers
Quintessant Communications
Ryan, Russell, Ogden & Seltzer
SALIX Technologies
Santera Systems
Schiff Hardin & Waite
Sedona Networks
Siemens ICN
Smith, Gambrell & Russell, LLP
Sonus Networks
Sphera Optical Networks, Inc.
Swidler & Berlin
Syndeo Corporation
Tachion Networks, Inc.
TD Madison & Associates
Technologies Management, Inc.
Tekelec
Telcordia Technologies, Inc.
Telica
Telsource Corporation
The Management Network Group
ToliBridge Technologies, Inc.
Trendium, Inc.
TSI
Turnstone Systems
Tyco Electronics Corporation
Verizon
VINA Technologies
Vocal Data, Inc.
Vroom Technologies

Walters & Joyce, P.e.
Warren Morris & Madison
Willkie Farr & Gallagher
Yale Properties USA
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ALTS Membership Trends
1996 -2000

250
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198
200

- 143
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50

0

1996 1997 1998 1999 2000

CLEC Industry Metrics

CLEC Access Lines: 16,162,223

Total U.S. Access Lines: 196,000,000

Market Share: 8.2%

Route Miles 218,445

Buildings Served 1,146,882

Voice Switches: 991

Data Switches: 2,071

Employees: 94,494

Source: New Paradigm Resources Group (NPRG); Credit Suisse First Boston (CSFB), FCC

Notels): Facilities and employee data based on 3QOO company reports. Employee total does not
include ALLTEL, AT&T or WorldCom

Association for Local Telecommunications Services

ALTS' membership 'took off'
after the passage of the 1996
Telecom Act. However, CLEC
consolidation, bankruptcies
and insolvency are likely to
cause a drop in ALTS' mem­
bership in 2001. ALTS ex­
pects membership to re­
bound In 2002 as the indus­
try matures and as ALTS
strengthens its membership
outreach.

Five years after the passage
of the Act, CLECs now hold
over 30;, of all local access
lines, up from 5.6% one year
ago. Network route-miles,
the infrastructure upon which
the New Economy will de­
pend, have increased from
73,506 in 1997 to over
200,000 miles today. Starting
with just 331 data switches in
1997, CLECs now have over
2,000 installed as America
enters the digital broadband
age. Most notable is the CLEC
investment in human capital
with CLECs creating almost
100,000 skilled. high-tech
jobs.
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local & Network Access

51%

Business Wireline

43%

$122 Billion

u.s. Communications Market
CLEC Addressable Market Opportunity

Dir. Advertising
Other

$285 Billion

4%

u.s. Business Wireline Market
CLEC Addressable Market Opportunity

Long Distance

49%

Source: Bear Stearns

Association for Local Telecommunications Services
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2000·

1999 2000*

9%

8%

7%

6%
5.6%

C 5%•u
~ 4%
"-

3%

2%

1%

0%

9%

8%

7%

6%
C 5%•u
~ 4%
~

3%

2%

1%

0%

1996 1997 1998

Note: (*) 2000 data based on 3QOO company reports.

Source: NPRG

CLEC Market Share: Access Lines

CLEC Market Share: Revenue

1999

Note: (*) 2000 data based on 3QOO company reports &4000 estimates.

Sourc.: NPRG, FCC, Bear Stearns
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2QOO CLEC Line Mix

Total Service Resale

31 %

UNE

On-Net

36%

Congress envisioned three
methods by which carriers could
enter the local market, (1) facili­
ties-basEod entry, (2) unbundled
network elements (UNEs), and
(3) resale. ALTS represents CLECs
that are facilities-based, CLECs
that invest in their own facilities
or use portions of the ILEC net­
work (UNEs) in conjunction with
their own equipment. As seen,
carriers utilizing these two entry
strategies account for almost
70% of local competition. The
amount of resale competition is
expected to decline as CLECs
continue to build their networks.

33%
Source: Credit Suisse First Boston

60,000,000,----------------

Internet Dial-Up Lines Served by CLECs

With the passage of the 1996 Act,
Internet service providers (lSPs)
found an industry group willing
and able to supply the growing
demand for increased connec­
tivity and modernized facilities.
Brad Jenkins, President of
JPS.net, the largest ISP in north­
ern California outside San Fran­
cisco, notes that without CLEe
networks, ISP customers in "ru-
ral communities like ...
Laytonville, Mojave and
Yosemite would pay per-minute
charges to reach the nearest
larger city,"

Total

49,000,000

29,400,000

Of--

10,000,000 +-------'

CLEC

50,000,000 +----------
60% Market Share

w 40,000,000 +-_-=-c=:.=.:::=- _
c
:::;
:? 30,000,000 +--
"(5 20,000,000 +--

Source: NPRG
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519.8B

2000"

• Biotechnology

• Consumer Services

o Health Care

• Medical Devices

o Semiconductors

III Industrial

El Computers

• Electronics

• PubJBroad.

• Pharmaceuticals

.Communications

.Softwitre

El Business Services

• Retail/Distribution

• Financial Services

77% Increase

1999

66% Increase

19981997

Total 2000 (Ql - Q3) VC Investment: $54.58

19961995

2000 (07-03) Venture Capital
Spending by Industry

VC Dollars Spent in Communications

125

120

115
~

~ 110iii

15

10

Source: PriceWaterhouseCoopers

Note: (-) 2000 data represents 1QOO 3QOO.

Source: PriceWaterhouseCoopers
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VC Investments in
Telecom Service Providers

VC Investments in the
Communications Industry

Source: PriceWaterhou5e(oopers

For the first three quarters of
2000, $5.8 billion, or 28"(J, of the
$19.8 billion total VC, or 'seed
money' In the communications
industry wa'; directed at service
providers, up from $2.6 billion in
1999. This represents an in·
crease from 2406 in 1999. Equip'
ment suppliers, the companies
that ma nufacture the facilities on
which competition is built, se·
cured the lion's share of VC in·
vestment. Equipment vendors
secured $3.8 billion, or 34%, of
communications VC in 1999 and
$7.8 billion, or 39°0, for the first
three quarters of 2000. The reo
cent financial problems plaguing
CLECs have spread to this crucial
sector as well with Barron's not·
ing that "the elephant in the
room that now threatens to
bring down the economy is the
telecom !nun ications industry".

Telecom Equipment Suppfiers

S7.88

Enhanced Svcs

l5Ps. E·Comm/.'rcl.'& Content Providers
$428

2000 (Q 1-03) Investment: $5.88

2000 (Q 1-03) Investment: S19.88

Enhancl!d SV(5.

Telecom Equipment Suppliers

ISPs, E-Commerce &r Content Providers
53.68

1999 Investment: $11.2B

1998 Investment: $954M

1999 Investment: $2.78

Source: PriceWaterhouse(oopers

Backbone

201M

Reselh~rslln·

Building
Broadband

$386M

Wireless Service Providers

$459M

S131M

CLECs,lCPs, DSL, Fiber

SUB

Backbone $354M

GEes, I(Ps. DSL Fi~r

SJ.4B

Companies competing for the
local market led telecommunica·
tions service providers in VC in·
vestments. In the first three
quarters of 2000, CLECs, ICPs,
DSL and fiber companies reo
ceived $3.4 billion, or 61 %, of
total service' provider Vc.

Association for Local Telecommunications Services ~ATS
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Notes: (*) 2000 data represents' QOO - 3QOO. (**) includes CLECs, ICP, D5L & fiber.

Source: PriceWaterhouseCoopers
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$409
$236
$234
$217
$213
$206
$175
$155
$150
$150
$121
$109
$105
$101
$100
$ 90
$ 84
$77
$ 75
$ 67
$ 65
$ 63
$ 59
$ 55
$ 53
$ 43
$ 34

$3AB

Amount (SMI

ICP
Fiber optic network
Fixed local wireless
Fiber optiC network
DLEC-D5L
All-optical network
Local broadband wireless
Metro dark fiber networks
ICP
ICP
DLEC-D5L
ICP
Broadband fiber optic
DLEC-D5L
Broadband Wholesa ler,CLEC
High-speed Broadband
DLEC-D5L
ICP
DLEC-D5L
ICP-D5L
Hotel In-Building Broadband
DLEC-D5L
In-Building Broadband
Internet Backbone Provider
15P-D5L
DLEC-D5L
DLEC-D5L

Service

Top 2000* VC Investments
in the CLEC** Sector

Companv

Carolina Broadband (Charlotte, NCI
Looking Glass Networks (Oak Brook Terr.,ILI
Velo.com (Englewood, CAl
Yipes (San Francisco, CAl
NT Corporation (Pensacola, FLI
Cogent (Washington, DCI
Formus Communications (Reston, VA)
Global Metro Networks (SilverSpring, MOl
Broadview Networks (NewYork,NYI
KNOLOGY West Point, GAl
Darwin Networks (Louisville,KYI
Grande Communications (Austin, TXj
Aerie Networks (Denver, COl
@LinkHoldings (Louisville, COl
CityNet Corp. (SilverSpring, MOl
airBand Communications (Addison, TXj
Flashcom (Huntington Beach, CAl
2nd Century (Arlington, VAl
Digital Broadband (Waltham, MAl
TriVergent (Greenville, SCI
5T5N (Salt Lake City, UTI
New Edge Networks (Vancouver, WAI
Urban Media (Pa/oAlto, CAl
Net Rail (Atlanta, GAl
InternetConnect (Torrance, CAl
Maverix.net (Chicago, ILl
Blue5tar (NashVille, TNI

Total



Source: Morgan Stanley Dean Witter
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2000

Venture Capital Investments
in the CLEC Sector*

1999 vs 2000**

Select Strategic Investments
in the CLEC Sector

$4,000
$3.48

$3,500

$3,000
0
0 $2,5000

'"0 $2,000
8 $1.38. $1,500c

~ $1,000:;;
$500

$0

Date CQmDanY Investor Amountl$M)
Janua 2000 OJ ex (Intermedia) Com it $50
January 2000 DiQex (Intermedia) Microsoft $50
January 2000 Intermedia KKR $200
February 2000 U5lEC Bain Capital, Thomas $300

Lee Partners
March 2000 erc Communications Bain Capital, Thomas $300

lee Partners, CSFB
March 2000 (AIS Internet 3COM $20
May 2000 (AIS Internet Microsoft $40
Ma 2000 XO Communications Forstmann Uttle $400
November 2000 WinstaT Microsoft, CPQ $270

Holdings, CSFB &
WCAS

Total $1.638

1999

Notes: (-) includes (LEes, ICP, DSl & fiber. (..) 2000 data represents 1Qoo - 3Qoo.

Source: PriceWaterhouseCoopers
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Select Strategic Investments
in the CLEC Sector

7999 vs 2000

$8 ~ -"S"7.4,,3,,. _

$7+--­

$6+--­

$5 +---

o $4 f----
~
iii $3 f---

$2 +--­

$1 +--­

$0+---

As noted, the CLEC sector saw
a marked decrease in strate­
gic investments as this sector
of the capital markets was vir­
tually off-limits to CLECs. At
year end 1999, CLECs se­
cured $7.43 billion in strate­
gic investments. In 2000,
with financial markets sour·
ing and private investors
shutting their doors, invest­
ment dropped to S1.63 bil­
lion.

Source: Morgan Stanley Dean Witter

1999 2000

Merger & Acquisition Activity
in the CLEC Sector

Date Acautrer T. ., Firm Va ue ( 8)
Janua 2000 XO Communications Concentric Networks $2.217
Februa 2000 G obal Crossin Ixnet 3.672
Februa 2000 G oba Crossin IPC $2.865
A rl12oo0 McLeodU5A 5 litrock S1.826
A ril2000 (ote(omm ATX S .900
A ril2000 Time Warner Telecom GST S .690
A ri 2000 Advanced Radio Telecom Broadstream S .365
A ril2000 Mower Prima Network S .145
M, 2000 Choice One US XChan e S .515
June 2000 Covad Buestar 5 .202
June 2000 Gabriel (e ual mer er) TriVer ent
Se tembet 2000 World(om Intermedia $5.509
October 2000 McleodUSA Ca Rock 5 .532
December 2000 Hu hes Telocit S .180
Total $19.6188

Note: Date indicates month that transaction was announced. Not all transactions have been completed.

Source: Morgan Stanley Dean Winer

Association for Local Telecommunications Services

Seeking to cover the broad­
est possible service area and
to combine capital resources.
a number of CLECs merged
or were acquired in 2000. Of
the transactions noted, 14
were ALTS members at the
time of the announcement,
(1) XO Communications, (2)
McLeod USA, (3) CoreComm,
(4) Time Warner Telecom, (5)
GST, (61 Advanced Radio
Telecom, (7) Mpower. (8)
Choice One, (9) US XChange,
(10) Intermedia, (11) Gabriel,
(12) TriVergent, (13) Covad,
and (14) Bluestar.

~A.TS
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Source: National Cable Television Association (NCTA)

Association for Local Telecommunications Services

2001E

$10.88

$24.98 S23.SB

2000*

1998 1999

19991998

Annual CLEC Capital Expenditures
$56 Billion Since 1997

Cable Industry Capital Expenditures
1996 - 1999

$12

$10

$8.
0 $6
~
a;

$4

$2

$0

1996 1997

$30

$25

$20

.
0 $15
~
a;

$10

$5

$0

1997

Note: (*) Actual data through 3QOO and projected 4QOO expenditures.

Source: Paine Webber, NPRG
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Capital Expenditures as a
Percentage of Revenues

63.7%
70%

60%

50%

• 40%'":'!
0

30%•u
"Q. 20%

10%

0%

CLECs Cable Industry Bell Companies

In comparISon to the cable in~

dustry and the Bell Companies,
CLECs reinvest a much larger
portion of their revenues back
into facilities (e,g, capital expen~
ditures). In 2000, CLECs invested
almost 64°b of their revenues in
capital expenditures, For the
same period, the Bell Companies
invested 21"" with the cable in~

dustry investing 30% in 1999,
Total capitill expenditures were
valued ilt $24.9 billion for CLECs
(2000), $ 10,2 billion for the
cable industry (1999) and $33,6
billion for the Bell Companies
(2000),

Note5: Cable industry data represents 1999 data. (LEes and Bell Companies represents 2000 data.

Sour(e: NPRG, NaA, company reports

Note: Employee totals do not include AT&T, WorldCom or ALLTEL.

Source: NPRG, Merrill Lynch

The growth III the (LEC industry
has led to new, high value jobs
in the communities in which
they invest and compete. The
competitive industry has grown
from a negligible employee
base to almost 100,000 employ~

ees today, However, with the re~

cent downturn in the equity mar~

kets and with investor sentiment
towards CLECs at historic lows,
many companies have an~

nounced sharp cutbacks in staff~

ing levels as they attempt to con~

serve cash to continue opera~

tions through more challenging

financial times,

200019991998

CLEC Employees

100,000 ,- ---'94-",-".94---'__

90,000 t------------,=;:----­
80,000 +---==----­
70,000

60,000

50,000

40,000

30,000

20,000
10,000

o

­••~
o
C.
E
w
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Public eLEes
Market Cap &52 Week Performance

Company Market Cap S2Week Ticker
($M) Change Symbol

Adelphia Business Solutions $480.7 -86.30% ABIZ

Advanced RadioTelecom $89.7 -94.10% ARTT

AllegianceTelecom $2,130 -77.50% ALGX

Allied Riser $157.6 -89.50% ARCC

ChoiceOne Communications $504.7 -61.60% CWON

Convergent Communications $30.6 -89.00% CONY

CoreComm Ltd. $135 -94.40% COMM

(ovad Communications $3449 -94.90% COVD

CTCCommunications $300.7 -68.00% CPTL

Cypress Communications $53 -95.00% CYCO

D5L.net $132 -93.40% D5LN

e.spire Communications $54.8 -92.40% ESPI

Electric Lightwave $212.4 -79.70% ELiX

FiberNetTelecom Group $137.7 -75.80% FTGX

Focal Communications $932.3 -65.20% FCOM

General Communications $390.0 +16.10% GNCMA
ICG- $16 -98.00% ICGX

Intermedia $855.1 -76.10% IClX

ITCADeltaCom $427.2 -80.10% !TeD

Log On America $15.1 -91.30% LOAX
McLeodUSA $7,946 -52.40% MCLD

Mpower Communications $327.8 -85.90% MPWR

Net2000 Communications $98.5 -63.29%" NTKK

Network Access Solutions $71 -95.10% NASC

Network Plus $324.6 -85.10% NPLS
NorthPointCommunications** $79 -98.00% NPNT

NTELOS $269.2 -46.50% NTLO
Pac-WestTelecom $169.6 -83.50% PACW

RCN $756.8 -86.00% RCNC

Rhythms NetConneetions $94.5 -97.00% RTHM
Teligent $115.4 -97.70% TGNT
TimeWarnerTelecom $6,713 -06.70% TWTC
USLEC $228.3 -77.00% CLEC
USOL Holdings $23.3 -78.90% USOL
Winstar $1,173 -73.50% WCII
XO Communications $6,354 -66.90% XOXO

Market Cap $32.14 billion

Note(s): as of mid-day 2.20.01 unless noted otherwise; includes providers that operated

primarily as a CLEC and derive a significant portion of revenues from CLEC services. For

example, AT&T (T), AllTEl (AT), level 3 (LVLT), Metromedia Fiber Network (MFNX) and

WorldCom (WCOM) were excluded; (*) reflects 6-month change; (**) as of 11.30.00

Sources: WSJ.com, MSNBC.com, NPRG, Morgan Stanley Dean Winer

Association for Local Telecommunications Services

In 1999. there were 35 public
CLECs. In 2001, there are 36
publicly listed CLECs. With the
equity markets virtually
closed to the CLEC ind ustry,
few CLECs successfully went
public in 2000. In addition,
many of the companies
noted are in danger of being
delisted or are currently in
Chapter 11 proceedings. Of
the public CLECs, only one
saw a positive 52-week
change, General Communi­
cations of Alaska. A majority
(33 of 36) saw their equity val­
ues fall over 50 0 D in the pre­
vious 52-weeks.

In addition to the companies
noted, the following CLECs
have parent companies that
are publicly traded: ALLTEL
(AT). Avana Communications
(GCDV), Black Hills FiberCom
(BKH). Cablevision Lightpath
(CVC). Comcast Communica­
tions (CMCSK), Conectiv Com­
munications (CIV), Cox Com­
munications (COX). CTC Ex­
change Services (CTCI). CTSI
(CTCO), HickoryTech (HTCO),

MH LightnetComcast
(CMCSA). NEON Optica
(NOPT). SBC Telecom (SBC).
TDS Metrocom (TDS) and Vitts

(SFE).
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NOle(s): (*) as of mid-day 2.20.01; includes providers that operated primarily as a (LEe and derive a significant portion of
revenues from (LEe services. Forexi!mple, AT&T m, AlLTEl (AD, level 3 (lVLD, Metromedia Fiber Network (MFNX) and
WorldCom (WCOMj were excluded. Number of public (LEes in parentheses.

Market Capitalization
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Due to the steep fall in CLEC
equity values, total CLEC mar­
ket capitalization fell over
50%, from $86 billion in 1999
to $32 billion as of February
2000. The number of public
CLECs saw an increase from
9 in 1996 ($3.1 billion market
cap) to 36 in 2000. The total
2000 market cap escaped an
even steeper drop due to the
less severe decline in some
of the first-tier CLECs which
comprise a larger portion of
total CLEC market capitaliza­
tion.

Source: WSJcom, MSNBCcom, NPRG, Morgan Stanley Dean Witter, AtTS

CLECs Earning A Profit

Exemplifying the capital in­
tensive nature of local tele­
communications, five years
after the passage of The Act,
only 4 of the public CLECs are
profitable (defined as a posi­
tive net profit margin). In
1999, only 1 public CLEC was
profitable and prior to 1999,
no public (LECs were profit­
able. The four CLECs in ques­
tion are Intermedia Commu­
nications, NTELOS, Pac-West
Telecomm & Time Warner
Telecom.

4

Profitable Public (LEes
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Note: Profitability defined as a positive net profit margin.

Source: WSj,com, MSNBCcom, NPRG, Morgan Stanley Dean Witter, AlTS
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Voice Switches:
Installed & Planned
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The most basic level of the
network is the switch, the
piece of equipment that se­
lects the appropriatE' path for
the transmission of a tele­
communications signal.
CLECs have been rapidly in­
stalling these crucial facilities
and have almost 1,000 voice
switches In operation as of
the 3QOO. However, with
many companies experienc­
ing scaled back operations
amid financial difficulties,
planned switches experi­
enced its first decrease since
the passage of the Act.

2,071

2500 -r------------------

Fueled by the demand for
broadband connectivity, data
switches have seen an even
faster deployment rate than
traditional voice switches. In
an effort to meet the soaring
demand for broadband ser­
vices, CLECs now have over
2,000 such switches in place.
However, again due to scaled
back network expansion,
planned data switches also
experienced its first drop in
2000.

2000"19991998

Data Switches:
Installed & Planned
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Note: (II) 2000 data through 3QOO.

Source: NPRG

Association for Local Telecommunications Services ~ATS
24



218,445

25

2000·

2000

1999

1999

1998

1998

1997

1997

Network Route-Miles

o

100,000 +--=~--

CLEC Access Line Growth

200,000 +-----------=~--

250,000 ~------------------

50,000

18,000 ~---------------~16~.I~"~M­

16,000 +---------------­
_ 14,000 +---------------­
g 12,000 -I------------~~!!--

'"~ 10,000 -1-------------
:5 8,000 +--------------~ 6,000 +---------
« 4,000 -1------_--

2,000 +-----'~-­

o +---""--r-

-~ 150,000 +-----------
"~
o
o
~

1996

Note: (*) 2000 data through 3QOO.

Source: ALTS, NPRG

Source: NPRG

Companies Building Digital Futures...

Association for Local Telecommunications Services



Companies Building Digital Futures...

Total CLEC Revenue Growth

Switched Local Access Revenue Growth

Note: (*) 2000 data through 3QOO with 4QOO projections. Switched local Service & long Distance Service
include resale revenues. Data includes all data and data-Related services (e.g. Frame Relay, ATM, DSl,
etc.), Other includes miscellaneous revenues (e.g. reciprocal compensation) as well as non-telecorn
related revenue (e.g., network development).
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In 2000, CLECs are expected
to report $39.1 billion in rev­
enue, up from $2.2 billion in
1996. While this represents a
marked increase over 1999,
2000 will mark the first time
in the industry's history that
CLECs did not double rev­
enues over the previous year.
Analysts predict, however,
that as consolidation takes
hold and the local market ma­
tures, revenues will continue
to grow at a rapid, albeit
somewhat reduced, rate. Of
the various categories of rev­
enue, data services repre­
sented the largest and stron­
gest growth area as the de­
mand for high speed brood­
band services continues to
grow unabated.
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Note(s): (*) 2000 date through 3QOO with 4Qoo projections. Includes resale revenues.

Association for Local Telecommunications Services

While CLECs doubled rev­
enues between 1998 and
1999 in switched local access
services. this area saw a lev­
eling off in 2000 as uncer­
tainty entered the market­
place. However, analysts ex­
pect local access revenues to
rebound in 2001.
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Sources (sidebar): SBPP; Fortune Magazine

The S8PP may be found on-line at www.buildingconnections.org.

28

6%
".

5%

4%
C• 3%u

"~ 2%
1%

1%

0%

Residential Tenants Commercial Tenants

The Smart Buildings Policy Projecl (SBPP) was launched by ALTS on June 21, 2000 by
20 leading telecommunications providers and consumer organizations in an effort to
eliminate barriers to building access and promote advanced broadband services to
millions of American consumers. The S8PP is committed to insuring reasonable and
nondiscriminatory access to rooftops and inside wiring in multi-tenant environments
(MTEs). The SBPP believes thaI the absence of federal rules goveming access 10 MTEs
permits building owners to exert considerable control over the development of facilities­
based competition. By denying competitive carriers access to the space necessary for
the equipment required to provision facilities-based telecommunications and broad­
band services, building owners violate the letter and the spirit of the Telecommunica­
tions Act of 1996.

Companies Building Digital Futures•••

Multi-Tenant Unit (MTUs) Occupants
with Access to Competitive Telecom Services

Source: Smart Buildings Policy Project

The SBPP is a growing coalition of telecommunications carriers, equipment manufac­
turers and trade organizations that includes: Alcatel, the Association for Local Telecom­
munications Services (ALTS), AT&T, the Commercial Internel eXchange Association
(CIX), the Competition Policy Institute (CPI), the Competitive Telecommunications Asso­
ciation (CompTe!), Digital Microwave Corporation, Focal Communications, The Harris
Corporation, Highspeed.com, the Information Technology Association of America (ITAA),
the Intemational Communications Association (ICA), Lucent Technologies, NEXTLINK
Communications, Nokia, P-Com, Siemens, the Telecommunications Industry Associa­
~ion (TIA), Teligent, Time Warner Telecom, Winstar Communications, Wireless Com­
munications Association (WCA) and WorldCom.
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Source: Cahners In-Stat Group

u.s. Multi-Tenant
Broadband Equipment Market
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With consumers demanding
high-speed broadband con­
nections, the multi-tenant
broadband equipment mar­
ket is predicted to grow from
just $371 million in 2000 to $2
billion in 2001. However, with
the downturn in the CLEC in­
dustry, even the equipment
suppliers and manufacturers,
who rely heavily on CLEC de­
mand, have not escaped the
slowdown in 2000. For the 12
months ending 2.15.01, the
stock value of Cisco (CSCO)
has dropped 51 % while the
stock value of Lucent (LU) has
dropped 73.8%.

Residential High-Speed
Internet Subscribers in MTUs
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As residents of MTUs de­
mand faster always-on
Internet connections, ana­
lysts predict that almost 6
million residential consumers
will subscribe to such ser­
vices by 2005. Analysts fur­
ther predict that, in 2003, DSL
will surpass cable as the pre­
ferred high-speed service of
MTU residents.

Association for Local Telecommunications Services ~~TS
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Projected DSL Line Growth
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Starting from just 39,000 sub­
scribers in 1998, the DSL mar­
ket exploded to almost 2,5
million subscribers at year­
end 2000, Analysts expect
triple-digit growth rates to
continue through 2001 and
slow to double-digit rates
through 2004, DSL is ex­
pected to become the pre­
ferred technology of choice
over cable modem service
due to the dedicated nature
of the connection and the
faster upload speeds.

Source: TeleChoice, Cisco

Years To Achieve 30% Penetration

As the country and world
move at an increasingly
faster pace, so has the adop­
tion of new technologies. It
took the United States almost
50 years to achieve 30% pen­
etration for electric service, al­
most 40 years for telephone
service and almost 20 years
for television. On the other
hand, it has taken only 7 years
to achieve such penetration
for the Internet and it is esti­
mated that broadband ser­
vice will achieve a 30% pen­
etration rate in only five years,

Internet Broadband·
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Note: (*) includes all broadband access (e.g., DSL, cable, etc.)

Source: TeleChoice, Cisco, ALTS
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State of DSL Competition
4QOO DSL Subscriber Lines

As of the 4QOO, CLECs held
21 % of the DSL market. down
from 23"\) as of the 3QOO. The
incumbents hold the lion's
share of the market with over
78% of DSL subscribers while
the long distance companies
(IXCs) hold just under 1% of
the OSL market.

Through continued mergers,
the Bell Companies have
greatly increased individual
RBOC OSL line counts, SBC
(Ameritech, Pac Bell, Nevada
Bell, SNET, SWBT), now serves
almost 800,000 OSL custom­
ers while Verizon (Bell Atlan­
tic, GTE, NYNEX) serves over
500,000 subscribers. Covad,
the leading data CLEC (OLEC)
ranks third in OSL subscribers
with 274,000 as of 4QOO.

Covad, NorthPoint Communi­
cations and Rhythms are all
ALTS members. The recent
souring of DLEC equities and
the prospects for diminished
competition has
emboldened some of the Bell
Companies, such as SBC to
raise its monthly residential
OSL rate to $50.
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Residential Broadband Revenues
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With residences continuing
to migrate from dial-up
Internet access to broad­
band, analysts predict an ex­
plosion in residential broad­
band revenues. From only $1
billion in 1999, residential
broadband revenues will ex­
ceed $13 billion in 2004. This
trend represents the increas­
ing reliance Internet users
will have on broadband.
Within two years, analysts ex­
pect a majority of time spent
on-line will be over broad­
band connections as op­
posed to dial-up connections.

RBOC Data Revenue Growth
Growth Between 7999 & 2000

Source: Company Reports

A persistent argument made
by the Bell Companies is that
they lack the ability to suc­
cessfully enter the broad­
band market due to interLATA
restrictions. However, in the
last year, each of the four
RBOCs saw data revenue
growth in excess of 25%. The
revenue potential in the data
market is enormous with ana­
lysts noting that the volume
of data traffic now exceeds
the volume of voice traffic.
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Data CLEC Central
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